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COMPUTERS AND AUDITING
Computers have had a profound effect on society. Their appli­
cations are widespread and their effect on the way companies do 
business and keep their records directly affects CPAs and finan­
cial reporting.
The AICPA Future Issues Committee identified the wide­
spread computerization and automation o f business operations 
as one o f the major issues confronting the profession. The com­
mittee was concerned about whether "the profession can adapt 
to take advantage o f the widespread computerization and auto­
mation o f business, including the widespread use o f personal 
computers, and whether the Institute can provide leadership in 
those areas while also developing technical and performance 
standards and new services in those areas for the benefit o f 
its members.”
The Institute has a number o f initiatives in place to assist 
CPAs with computerization. The Auditing Standards Division 
has concerned itself with providing guidance to auditors on the 
effect computers, including personal computers, have on the 
audit. It has allocated substantial resources to this area and 
charged its Computer Auditing Subcommittee to develop ap­
propriate guidance.
The Computer Auditing Subcommittee is the successor to 
the EDP Auditing Standards Subcommittee. The Subcommit­
tee became the responsibility o f the Auditing Standards Divi­
sion when the Computer Services Division was dissolved in 
1981. The Subcommittee, which is chaired by Frederick G. 
Davis o f  N orth  Texas State University and staffed by Anthony 
N. Dalessio, draws on the expertise o f 34 subcommittee and 
task force members. It has historically assisted the Auditing 
Standards Board in developing computer-oriented guidance 
and advises other senior technical committees, as well as the 
AICPA membership, on computer-related matters.
The Subcommittee is currently working on 8 major projects, 
which fall into the following areas:
• How the auditor implements various SASs in a com­
puter environment
• How the auditor uses microcomputers in his practice
• How the auditor deals with unique problems o f com­
puterized records
• O ther initiatives.
IMPLEMENTATION OF SASs
The Auditing Standards Board has issued two computer-related 
SASs in recent years: SAS No. 44, Special-Purpose Reports on Inter­
nal Accounting Control at Service Organizations, and SAS No. 48, The 
Effect of Computer Processing on the Examination of Financial Statements. 
Task forces o f the Subcommittee, which played an integral role 
in developing both SASs, are preparing audit guides to help 
auditors implement them.
One o f the proposed audit guides is Audits of Service-Center- 
Produced Records. The audit guide would provide guidance to 
independent auditors o f organizations that use services p ro ­
vided by EDP service centers and to independent auditors who 
are engaged to report on internal accounting controls relating 
to EDP service centers’ processing o f  accounting transactions. 
This guide would replace the 1974 service center guide. It incor­
porates the general guidance in SAS No. 44 and other auditing 
pronouncements issued since the guide was first published.
The proposed guide would provide details and illustrations 
o f  the effects o f  a client’s use o f a computer service center on the 
auditor’s study and evaluation o f internal control, reports on 
reviews o f computer service centers, and the use o f reports on 
internal control at computer service centers.
(continued on p. 2)
COMPUTERS A N D  AUDITING (continued from p. 1)
The comment period on the exposure draft o f the audit 
guide ended on January 4, 1985. The draft has been revised 
based on the comment letters received and is being reviewed for 
final clearance. Publication is currently expected in the second 
quarter o f 1986.
The other proposed audit guide, The Effects o f Computer Pro­
cessing on the Examination of Financial Statements provides guidance 
in applying SAS No. 48. The proposed guide would: provide 
information on the effects o f computer processing on the 
examination o f financial statements, describe and recommend 
audit procedures, and identify how those procedures may change 
when a computer is used to  process significant accounting 
applications. This guide would supersede the 1977 Audit and 
Accounting Guide, The Auditor's Study and Evaluation of Internal 
Control in EDP Systems.
The proposed guide views a computerized accounting sys­
tem as an integrated system for processing transactions that uses 
both manual and computerized procedures. Audit objectives are 
determined based on the complete accounting system without 
regard to the method o f data processing. However, certain 
characteristics o f computer systems may require the auditor to 
apply different procedures and specialized skills that would not 
be necessary in a manual system.
The proposed guide is being reviewed for the ASB chair­
man’s clearance to expose. An exposure draft is expected in the 
second quarter o f 1986 and the exposure period will be at least 
90 days. The guide will be issued in final form around the middle 
o f 1987.
USE OF M ICROCOM PUTERS
An Auditing Procedures Study, The Auditors’ Use of Microcomputers, 
was issued in February. It is intended to familiarize auditors with 
how microcomputers are being used in audits. Auditors use 
microcomputers, for example, in engagement administration, 
analytical review procedures, and evaluation o f  income tax 
accruals. The study:
• provides basic information about what typical soft­
ware applications do and how they work
• discusses the complexity and applicability o f various
applications
• provides information about issues to consider in select­
ing and using microcomputer software.
Although the study focuses on audit applications, some o f 
the techniques discussed may also be appropriate for reviews 
and compilations. For a more detailed discussion o f this study 
see p. 3.
U N IQ U E PROBLEMS OF COM PUTERIZED RECORDS
A uditing in  a Paperless Environm ent. As companies fully 
integrate computers into their financial reporting operations, 
they tend to reduce paper trails that auditors rely on in applying 
audit tests. Thus, documentary evidence may not be produced
or it may be produced but retained for only a short time.
Paperless environments aren’t limited to large-scale sys­
tems; they also exist in smaller systems. A reduced paper trail 
may affect evidence, control characteristics, and appropriate 
audit procedures.
Proposed guidance will focus on specific issues and practice 
problems in the application o f professional standards, including 
those on evidential m atter and internal accounting control, in a 
paperless environment.
Conclusions and recommendations are tentatively expected 
to be published in a nonauthoritative document around year 
end.
The A udit Im pact o f  Com puters. The Subcommittee has 
begun to study the impact o f computers on the audit. It has 
divided its considerations into three parts: the effect o f small 
computer systems, midsize computer systems, and large com­
puter systems.
Small computer systems. The changing technology has opened 
the door to businesses that previously could not afford the 
hardware or required personnel to efficiently operate com­
puters and their systems. As these smaller businesses have 
acquired computer systems, the accounting profession has con­
tinued to  apply the same standards o f internal control that were 
appropriate in large, complex computer environments. Changes 
in the types o f computer users and the environments in which 
they operate require different control considerations. In the 
small computer area guidance will focus on the computer- 
related factors that influence the auditor’s assessment o f risk 
since reliance on computer controls is not common.
The Subcommittee tentatively expects to publish around 
the end o f the year an Auditing Procedures Study directed at 
auditors who are not computer specialists.
Midsize and large computer systems. Consideration o f how the 
auditor assesses risk and relies on computer controls when the 
client uses larger types o f computer systems will begin later in 
the year.
O TH ER  INITIATIVES
The Subcommittee has begun a program to review computer- 
oriented courses offered by the AICPA CPE division. It expects 
to review four courses this year. In addition the Subcommittee 
is working with the National Curriculum Task Force in developing 
an appropriate approach to computer study in the curriculum 
plan.
CONCLUSION
The Computer Auditing Subcommittee has devoted, and will 
continue to devote, substantial time and resources to assist 
auditors in coping with a new audit environment. It will con­
tinue to m onitor practice and develop guidance for new and 
emerging computer-related audit problems to enhance the 
practice o f public accounting.
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USING THE MICROCOMPUTER IN  AN AUDIT
The microcomputer has created an opportunity to improve 
both audit efficiency and effectiveness. Auditors have responded 
to this opportunity by using the microcomputer as an audit tool 
in a variety o f ways, and by exploring many others. Because o f 
the recent growth and interest in this area, the Auditing Stan­
dards Division recently published an Auditing Procedure Study 
titled Auditors' Use of Microcomputers. It may be obtained through 
the AICPA’s order department (212/575-6426); its product 
number is 021030.
Three major subjects are considered in the study —
• the primary types o f microcomputer audit applications
being used,
• how to select the right audit tasks for computer
applications,
• how to choose the proper software to perform  these
tasks.
Microcomputer audit applications already span a wide 
range o f audit activities. The study groups these activities into 
four basic areas: (1) trial balance and financial statement prepa­
ration, (2) specific account applications, (3) general audit ap­
plications, and (4) engagement administration applications.
Auditing a client’s financial statements normally requires 
performing a number o f clerical steps such as preparing schedules, 
posting entries, footing and crossfooting, and grouping balances. 
The study discusses the functions and formats o f  microcomputer 
software designed to perform  these tasks. Software features 
included in this discussion are generating lead sheets; posting 
adjusting-journal entries; and producing a posted trial balance, 
custom financial statements, and consolidated or combined 
financial statements. The potential benefits o f using a micro­
computer to perform these tasks are also explored and evaluated.
In the specific account area, the study provides informa­
tion about microcomputer applications for depreciation, accounts 
receivable confirmation control, tax accruals, interest calculations, 
and inventory. The study discusses the typical software types o f 
data input needed and the calculations and analyses performed. 
Illustrations o f the reporting features o f typical software products 
are also presented.
Discussion o f the general audit applications includes using 
the microcomputer for broad audit tasks such as analytical
review procedures, audit sampling, study and evaluation o f 
internal control, and flowcharting. The study addresses the 
capabilities and limitations o f  software designed for these 
audit tasks.
A number o f  software packages have been developed to 
facilitate audit engagement administration. The study explains 
how the microcomputer can be used for budgeting and time 
management, developing audit programs, and preparing various 
types o f  audit correspondence such as engagement letters, rep­
resentation letters, and management letters.
N o t every audit task can be done more cost-effectively 
with a microcomputer. In fact, a poorly planned approach to 
selecting applications can actually increase audit time and costs. 
Consequently, the study is also concerned with helping auditors 
identify promising microcomputer audit applications. Eight 
crucial audit engagement characteristics should be considered 
before implementing any microcomputer audit application. 
The study presents these factors and explains how they should 
be considered to  assess whether an audit practice or specific 
audit tasks m ight be perform ed m ore efficiently using a 
microcomputer.
Selecting the proper software product for a microcom­
puter audit application is a critical and sometimes difficult deci­
sion. The study identifies the im portant factors that affect this 
decision and explains how to select software that meets a specific 
audit need, has the appropriate operating features, and minimizes 
costs. Suggestions are also provided to help auditors identify the 
various software products available for specific audit tasks. In 
addition, methods o f evaluating a potential software purchase 
are discussed.
Once a software product is selected, implementing it requires 
continuing evaluation and maintenance o f  software reliability, 
proper supervision and review o f software use, proper handling 
and storage o f  files, and adequate training. The study examines 
each o f these factors and explains how they should be con­
sidered in implementing an application.
This audit procedure study will provide practical informa­
tion that is often hard to  find elsewhere. Practitioners who are 
considering using the microcomputer to perform  audit tasks 
may avoid numerous pitfalls by considering the suggestions and 
sources o f additional information contained in the study.
RECENT DIVISION PUBLICATIONS
The Statement on Standards for Attestation Engagements was issued 
in April. The statement establishes standards for all services in 
which an accountant issues a report that expresses a conclusion 
on the reliability on another party’s w ritten assertion. This stan­
dard would only apply to services for which there are no existing 
standards.
The division published three auditing interpretations in 
the Journal o f Accountancy. One, issued in February, interpreted 
SAS No. 22, Planning and Supervision, and discusses a staff per­
son’s responsibilities regarding the resolution o f accounting and
auditing issues that arise during an audit. An interpretation o f 
SAS N o. 31, Evidential Matter, was issued in April. I t deals with 
whether the auditor may rely on internal accounting controls 
and management representations to obtain satisfaction that no 
material transactions or accounts have been improperly excluded 
from the financial statements. In April an interpretation o f SAS 
No. 2, Reports on Audited Financial Statements, was issued to  clarify 
when the auditor’s report needs to quantify GAAP departures.
The division issued in February an Auditing Procedures 
Study, Auditors’ Use o f Microcomputers (see above).
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TECHNICAL PLAN HIGHLIGHTS
Financial Statements Used in O ther Countries (AICPA 
staff: Michele Stanton). At its March meeting, the Board ten­
tatively decided to issue an SAS on auditors’ reports on financial 
statements when the statements are intended to be used outside 
o f the U.S., e.g., when a U.S. subsidiary reports to its foreign 
parent. The final SAS will not be substantively different than 
the draft exposed in October. Schedule: Standard to be issued 
3Q.1986.
U ncertainties (Patrick McN amee). The Board exposed, 
in November, an SAS intended to clarify the use o f the subject- 
to opinion. The statement would not change the report language, 
but would explain when such an opinion would be given and 
discuss the difference between subject-to and except-for opinions. 
The Board received 50 letters o f  comment, some o f which raised 
legal and practical questions that it had not previously con­
sidered. Schedule: Board will consider the future o f  the draft at 
its April meeting.
Reports on  the A pplication o f  Accounting Principles 
(Michele Stanton). The Board exposed, in December, an SAS 
on opinions on the application o f accounting principles that are 
prepared for entities other than audit clients. The draft would 
require the accountant to consider all relevant facts and com­
municate with the continuing auditor as well as standardize the 
form o f written report used for such opinions. The Board 
received 53 letters during the comment period. Schedule: Board 
to discuss at its April meeting; standard to be issued 4Q. 1986.
Errors, Irregularities and Illegal Acts (Lynn O’neill) 
The Board will revisit SAS Nos. 16 and 17 to determine whether 
existing standards appropriately describe the auditor’s respon­
sibility for detection and reporting o f  errors, irregularities, and 
illegal acts. The Board had a general discussion of the proposed 
direction o f the project at its March meeting. Schedule: The 
Board expects to discuss this topic regularly over the coming 
months; draft, if  any, would not be exposed before 1987.
Internal Accounting Control (Alan Winters). The Board 
is considering a comprehensive revision o f the standards regard­
ing the auditor’s study and evaluation o f internal accounting 
control (SAS No. 1, §320). The effort is intended to make the 
standards clearer and more useful in identifying controls that 
are relevant to an audit, assessing control risk, and relating con­
trols to evidence gathering. Schedule: Draft, if any, to be exposed 
in 1987.
O ther C urrent ASB Projects: The Board is considering 
whether additional guidance is needed regarding analytical 
review procedures. It discussed the topic in March and further 
work is being done. The division has begun studying auditor 
com m unications, auditing client estim ates and judgments, 
and reporting on internal accounting control. These projects 
will initially appear on the Board’s agenda during the Spring.
Accounting and Review Services (Alan Winters). ARSC, 
which recently became part o f the Auditing Standards Division, 
exposed in December a SSARS, Reporting on Personal Financial 
Statements Included in Personal Financial Plans. The SSARS would 
exempt from SSARS No. 1 certain personal financial statements. 
The exposure period ends May 15. As o f April 1 ,  188 letters o f 
comment were received reflecting both broadly based agreement 
and disagreement with the proposed SSARS. Schedule: ARSC to 
consider at its June meeting; SSARS to be issued 4Q . 1986.
RECENT PUBLICATIONS (continued from p. 3)
An audit and accounting guide, Audits o f State and Local 
Governmental Units, was issued by the State and Local Govern­
ment Committee in February. It discusses the Single Audit Act 
o f 1984 and other aspects o f governmental audits.
The Agribusiness Special Committee exposed a draft audit 
and accounting guide, Audits o f Agricultural Producers and Agri-
cultural Cooperatives, in January. The exposure period ends May 
15, 1986.
All these publications, except the interpretations, may be 
obtained by calling the AICPA order department at (212)575- 
6426.
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